ABSTRACT: This case examines convergence of International Financial Reporting Standards (IFRS) and U.S. GAAP from the perspective of a single company over a 13 year period. Nokia, whose American Depositary Receipts (ADRs) have been traded on the NYSE since 1994, offers you an opportunity to examine the accounting differences under the two sets of accounting standards and their convergence over time.
INTRODUCTION
ane Dodd, who has been working in the New York office of an international investment bank for the past several years, receives a phone call in early May 2007 bringing good news. The bank's head of corporate finance for Europe phoned to say there is an opening in the London office that might be of interest to Jane, and asked if she would be interested in a meeting when he visits New York next week. The prospect of moving to London is more than a little exciting, and Jane is confident that if she makes a good impression in next week's meeting, the job will be hers. Her work experience so far, however, has been entirely with publicly listed U.S. companies, and apart from limited coursework in graduate school on International Financial Reporting Standards (IFRS), Jane has little information about how accounting standards followed by European companies differ from those followed by U.S. companies.
Jane knows that non-U.S. companies with listings on a U.S. stock exchange are allowed to report under accounting standards other than U.S. GAAP (IFRS or home-country GAAP), but if they do so, they are required to show in their financial statements filed with the U.S. Securities and Exchange Commission (SEC) a reconciliation between their results as reported and their results under U.S. GAAP. However, according to a press release in late April, the SEC will soon (by 2009) no longer require that reconciliation. Elimination of the reconciliation requirement is partially a result of convergence between U.S. GAAP and IFRS.
To prepare for next week's meeting, and hopefully for the new position, Jane wants to get a better understanding of convergence and decides that examining some actual differences between IFRS results and U.S. GAAP results will be helpful in gaining perspective on the issue. Reconciliation elimination will significantly affect financial analysis, especially for those firms that are using IFRS and that are her company's target clients. Recalling J from her international accounting coursework that intangible items are among the most frequent and most value-relevant reconciling items for both net income and shareholders' equity, Jane decides to examine a company operating in an industry where technology-and therefore, research and development-are critical to competitive success. Nokia Corporation, the global market leader in cellular telephones (and the maker of Jane's own new phone, the Nokia N80ie), is one such company. Additionally, Jane knows that Nokia is one of her firm's important target clients. Even though a single company will by no means give her a complete picture of two sets of accounting standards, Jane hopes that examining the types and amounts of Nokia's reconciling items will give her some context for understanding the effects of converging accounting standards.
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20-F Reconciliations
All companies that are listed on the U.S. major stock exchanges are subject to the SEC's reporting requirements. The SEC requires that domestic companies prepare financial statements using U.S. GAAP and file their annual statements using Form 10-K, but nonU.S. companies with U.S. listings (such as U.S. foreign issuers) have certain choices. Specifically, U.S. foreign issuers can report under IFRS (or other home-country GAAP) and provide a reconciliation to U.S. GAAP in the financial statements they file with the SEC; alternatively, U.S. foreign issuers can prepare financial statements using U.S. GAAP.
1 Whether they prepare their financial statements under U.S. GAAP or IFRS, U.S. foreign issuers typically file their annual financial statements on Form 20-F, or Form 40-F if Canadian. (For those using U.S. GAAP, the option also exists to use domestic forms, such as the Form 10-K for annual filings.)
Recent regulatory developments have highlighted a need for convergence between IFRS and U.S. GAAP. Convergence between the two standards is important because the harmonization of financial reporting around the world will help raise confidence of investors; for companies, the greater confidence in financial reporting translates into a lower cost of capital. The SEC requirement for reconciliation between IFRS (or home GAAP) and U.S. GAAP imposes additional accounting and disclosure costs on non-U.S. firms and, consequently, becomes an impediment to cross-listing. In September 2002, FASB and IASB issued a memorandum of understanding known as the Norwalk Agreement in which the two standard-setters acknowledged their commitment to the development of high-quality, compatible accounting standards that could be used for both domestic and cross-border financial reporting.
In 
The Company
Nokia, a Finland-based company, is the world's leading mobile communications company. 4, 5 Although its history dates back to 1865, Nokia Corporation was formed in 1967 by the merger of a forest industry company with two other companies: the Finnish Rubber Works and Finnish Cable Works. In the 1980s, Nokia strengthened its position in the telecommunications and consumer electronics market through numerous acquisitions. Subsequently, the company sold its basic industry operations, and has concentrated on telecommunications, its core business, since the early 1990s. It comprises four business segments: Mobile Phones, Multimedia, Enterprise Solutions, and Networks.
Nokia's shares trade as American Depositary Receipts (ADRs) on the New York Stock Exchange (NYSE) under the symbol ''NOK.'' An ADR is a negotiable certificate that represents ownership of shares in a non-U.S. company. ADRs enable U.S. investors to trade international securities in the U.S. instead of in foreign capital markets. For Nokia, one ADR represents one share of Nokia's common stock. Its ADRs were first issued in July 1994. The company prepares its financial statement on the basis of IFRS, with a reconciliation to U.S. GAAP in its Form 20-F. In addition to its listing on the NYSE, Nokia's stock is also listed on the Frankfurt, Stockholm, and Helsinki stock exchanges.
The Communications Equipment Industry
The communications equipment industry 6 includes companies that make electronic products, which range from handsets to large-scale computer and telephone network infrastructure. Companies in this industry spend significant amounts on research and development to stay ahead of competition. An advancement in technology can open up new markets or raise entry barriers against new competitors. Mergers and acquisition are important to this highly competitive industry because consolidation allows companies to share knowledge and resources.
Nokia has a strong presence in wireless handsets and the wireless infrastructure market. The global handset market has experienced rapid growth due to the increasing demand from emerging markets, as well as strong replacement rates in mature markets. The market has also experienced consolidation because the larger companies benefit from economies of scale and strong distribution channels. Such consolidation generally results in accounting goodwill. According to Standard & Poor's Communication Equipment 2006 Industry Survey (S&P 2006 , the top three handset vendors in the first quarter of 2005 are Nokia, Motorola, and Samsung, which have 32.6 percent, 18.7 percent, and 12.5 percent of global market share, respectively.
Wireless infrastructure includes network equipment such as base stations for cellular, personal communications services (PCS), and wireless local loop (WLL). Infrastructure suppliers usually manufacture products in their home countries, whereas handset suppliers usually choose to produce in places with low labor costs. According to S&P (2006) , the top supplier of wireless infrastructure is Ericsson, with an estimated 30 percent of the worldwide market, followed by Nokia, which has a 15 percent share. 712
ANALYSIS
To examine Nokia's reconciliations as accounting standards have converged, Jane reviews the footnotes in Nokia's annual reports and compiles data for the past 13 years. Table 1 , Panel A presents the differences between Nokia's IFRS and U.S. GAAP net income for years [1994] [1995] [1996] [1997] [1998] [1999] [2000] [2001] [2002] [2003] [2004] [2005] [2006] . Panel B presents the differences in its shareholders' equity under the two sets of accounting standards. Table 2 , Panel A summarizes each adjustment to net income under IFRS to U.S. GAAP, as shown in the Nokia annual report (Form 20-F). Panel B summarizes each adjustment to shareholders' equity.
Over the entire period, as well as the most recent year ending December 31, 2006, the most significant adjustment to net income relates to development costs. For shareholders' equity, the most significant adjustments are to goodwill. Jane turns her attention to the accounting differences for development costs and goodwill, the general trend in Nokia's results under international and U.S. accounting standards, and the overall progress of convergence between the two standards. She begins her analysis in earnest, with the prospect of a London posting in sight. 
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